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The Consumer Price Index (CPI) fo
food in 1998 is forecast to rise 2.5
3 percent, below the 3.3-percent
increase in 1996 but close to the 2.8-
percent rise forecast for 1997. The at-
home component of the CPI, which
increased 3.7 percent in 1996, is foreca

to increase 2.5 percent in 1997 and 2.543

percent in 1998. The away-from-home
component of the CPI, which increased
2.5 percent in 1996, is expected to
increase 2.9 percent in 1997 and 2.5-3
percent in 1998.

The higher Federal minimum wage, whid
went into effect in fall 1996, had only a
small effect on the away-from-home inde
in 1996, but placed some upward pressu
on prices in early 1997. Another increast
on September 1, 1997 of 40 cents per h
in the Federal minimum wage may place
additional pressure on away-from-home
prices through next year.

Competition among restaurants and fast-

food establishments remained strong in
1997 and held down the full pass-throug
of higher wage and raw materials costs

consumers, but additional pass-through
may occur in 1998. At-home food price

increases have been moderated by lowg
grain prices, adequate supplies of fresh
fruits and vegetables, increased sugar g

drink and prepared foods industries.

The CPI for food remained relatively flat
during the first 8 months of 1997, with
month-to-month increases of only 0.1 pé
cent in both January and March, 0.3 pe
cent in July, and 0.4 percent in August.
February, April, May, and June saw no
increases in the all-food price index. If
these small monthly increases were anr]
alized for 1997, food inflation would be
around 1 percent for the entire year, but
the month-to-month index increases for
the first half of 1997 followed strong
increases in the last half of 1996. For th
first 8 months of 1997, the price index f¢
all food increased 3 percent. The all-fog
index is forecast to increase 2.5 percen
the remaining 4 months of 1997, for an
annual increase of 2.8 percent.

Food prices are among the most volatile
consumer goods tracked by Federal age
cies. General economic factors as well a
the relationship between farm and mar-
I keting costs influence retail food price

- changes. Since 1992, food prices have h

duction, and strong competition in the soff
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Four major trends account for this stability
and are expected to continue to moderate
2rprice increases in 1997 and 1998.

I@General inflationary pressure has
Plkemained stablat about 3 percent, with
expected increases in 1997 and 1998 of
2.5 and 2.8 percent, keeping in check the
costs of food production as well as mar-
keting costs—e.g., labor, packaging, trans-
srportation, and advertising—which together
-account for over 75 percent of retail food
costs. Becaustihe farm value proportion
of the U.S. food dollar has generally been
declining—expected to average about 22
ueents in 1997 and 1998—retail prices are
determined less by farm commodity prices
and more by these food production and
marketing costs. At the same time,
increasing economies of size in the agri-
e cultural sectorare expected to continue,
rparticularly in the livestock and poultry
dindustries, leading to slower growth in
iper-unit production costs.

Finally, continued growth in the portion of
the food dollar spent on food away from
homebrings food prices more under the
ninfluence of developments in the nonfarm
s economy and of competition among
restaurants and fast-food establishments.
Currently, those influences are slowing
ettie pace of food price increases. Growing

to fairly stable gains of 3 percent annuall

y.numbers of two-income households, with
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less time to mpare food & home and
more income to puhase 6od avay from
home have resulted in &ster gowth in
purchases ofdod avay from home than
in purchases dr home consumption.
Away-from-home puwhases a expected
to accountdr 46-47 pecent of total od
dollars spent in 1997 and 1998.

Price forecasts  USDA's Economic
Reseach Sewice for food consumedta
home—the &home bod CPl—cwer
meds, poultry, fish and seafod eggs,
dairy products fats and oilsfruits and
vegetables, sugar and weets,cerals and
bakery products,nonalcoholic beerages,
and other pgpared foods.

Total med production is &pected to
increase bhout 4 pecent in 1998com
pared with 1 pecent this yar Next years
increase is based oraovery in poik pro-
duction and contimed epansion in the
poultry industy. The CPI br meas is
forecast toise 2-4 perent in 1998com
pared with dout a 3-perent ise in 1997.

In tems of \alug beefremains the lajest
single meaitem puchased ér &-home
consumptiondue to its namally higher
price per poundAlthough poulty has
suipassed beef in total gduction and
pounds-pecgita consumptionbeef
accountsdr 9.5 pecent of the thome
retail food dollar vhile poultly accounts
for only 4.5 pecent.

Beef pices ae epected to in@ase 2-4
percent in 1998following an incease of
just over 2 pecent expected in 1997. Bee
supplies in 1998 arexpected to ddine,
with 1998 poduction pojected dan
neaty 2 pecent fom the output of 25.3
billion pounds brecast 6r 1997. Ctile
inventoiies ae bajinning to sthilize and
shift tovard expansionput the shift is
likely to be slev and will not be fuly
implemented gleast until 1999.

The CPI br pork, which accountsdr

over 6 pecent of the gthome bod dollar
is expected toise over 5 pecent in 1997,
compaed with a 9.9-pa&ent @in in 1996.
The 1998 brecast callsdr an @en smal
er (0-2 pecent) incease Pork production
is expected toise 8 pecent in 1998with
demand ér bacon in thedst-bod indus
try expected to contime. In 1998 ,produc

¢ percent of the &home CPljs expected to
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Eggs, Fresh Fruits and Vegetables to Sho w Largest Price Increases
Relative Forecast Forecast
Consumer Price Index weights* 1996 1997 1998
Percent Percent change

All items 3.0 2.5 2.8
All food 100.0 33 2.8 25103
Food away from home 36.9 2.5 2.9 25t03
Food at home 63.1 3.7 2.5 25t03
Meats 12.4 315 3.1 2to4
Beef and veal 6.0 -0.3 2.1 2t04
Pork 3.9 9.9 5.2 0to2
Other meats 25 3.6 2.6 1to3
Poultry 2.9 6.2 25 2t04
Fish and seafood 2.4 0.9 2.9 2to4
Eggs 1.3 18.0 -1.4 6t08
Dairy products 7.8 7.0 1.9 1t03
Fats and oils 15 2.4 1.0 1to3
Fruits and vegetables 12.4 &3 1.1 3to5
Fresh fruits and vegetables 8.5 2.8 0.4 3t05
Fresh fruits 5.0 7.1 0 3to5
Fresh vegetables 3.6 -2.0 0.8 3to5
Processed fruits and vegetables 3.9 5.0 2.7 2t04
Processed fruits 2.2 5.8 2.8 2to4
Processed vegetables 1.7 4.0 2.6 1to3
Sugar and sweets 2.1 4.5 2.9 2t04
Cereals and bakery products 9'3 3'9 2.2 2to4
Nonalcoholic beverages 4.5 -2.4 7.7 2to4
Other prepared foods 6.5 3.4 3.6 2t04

*Bureau of Labor Statistics estimated weights—expenditure shares—as share of all food, December 1996.
Sources: Historical data, Bureau of Labor Statistics; forecasts, Economic Research Service.
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tion gains ae expected to be p#ally off-
set by an incease in gports, about 10
percent higher than 1997Jels,with
Japan likely to be the mainuyer.

The 1997 6od pice inde for poultry, 4.5

increase hout 2.5 perent,followed by a
2-4 pecent incease in 1998Nith de-
mand still booming andeed costslzout
15 pecent laver in 1997 broiler produc
tion is forecast to totallaout 27.2 billion
pounds this gar up 4 pecent wer 1996,
and is &pected to gpw another 6-7 per
cent in 1998 to aund 29 billion pounds.

Fish and seafod account ér less than 4
percent of the thome bod CPI. Pices
for major fsh items inceased slighyl in
1997,after emaining fat in 1996.The
CPI for fish and seafod is epected to
register an incease of 2.9 peent br
1997,followed ly a 2-4-pecent ise in
1998.

Retailegg prices hae beendirly steble in
1997,compaed with last gar’s wlatile

retail pices.The CPI br ggs, less than 2

percent of the g&home bod dollaris

expected to be den 1.4 pecent br 1997,

after inceasing 18 peent in 1996A

rebound in gg prices is &pected in 1998,

pointing to a érecast CPI in@ase of 6-8

percent.

Dairy productsaccount ér over 12 per
cent of the thome CPI. Laver piices br
milk, cheesebutter, and ice ceam hae
combined to prduce a smaller CPI
increase ér dairy products in 1997—1.9
percent—compagd with the 7-perent
increase of 1996Total 1997 milk poduc
tion is expected to be upbeut 1 pecent
from a year edier, and 1998 prduction
is also epected to gpw modestely. As
milk production has in@ased1997 etail
price inceases ha been smaller than the
1996 pice guin. With modeste pioduc
tion growth expected in 1998he daiy
products CPI isdrecast to in@ase 1-3
percent.
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Price change for fats and oils both highy/
processeddods,are influenced mae by
the gneal inflation rate than ly the cost
of the aw commodities fom which they
are poducedThe CPI br fats and oils,
which accountdr only 2.5 pecent of the
at-home CPljs expected to in@ase less
than the gneal inflation rate, 1 pecent
in 1997 and 1-3 peent in 1998.

Fresh fuits and egetablesaccount ér a
combined 13.5 peent of the ethome
food CPIl,while processed frits and eg-
etablesaccount ér ebout 6 pecent. Retail
prices br a umber of fesh fuits and
vegetables ae flat or lower this year
responding to adeqteasupplies of major
items. No bange is xpected in thdresh
fruit CPI in 1997 following a 7.1-pezent
increase in 1996The fresh egetable
index is expected to in@ase B a slight
0.8 pecent this yar after falling 2 per
cent in 1996. In 199&oth the fesh fuit
and the fesh \egetéble food pice indices
are pected toise 3-5 perent.

Summer fuits were in dundant suppl in
1997,bringing about geneally lower
prices and gpanded gport oppotunities
for the US. fruit industy. California, the
largest poducer of pedtes in the UB,, is
expected to ppduce another lge ciop in
1997. Supplies of neciaes,plums,apri-
cots,and sveet deries were ddundant in

1997. Calibrnia’s 1996/97 aange and
grapefruit production,sold mainy for
fresh usewas lager than the mvious
year Three counies—Mexico, China,
and Chile—hwge areed to open their
mairkets to specit U.S. fruits beginning
in 1997,which may boost demand and
prices.

With stable grower piices br fresh-maket
vegetables, overall summer 1997 aegge
was dout the same as thear bebre. In
spite of a druary freez in Floida and
direct cop losses fsm heay spiing rains
in Texas,consumes sav only small
increases inetail pices br fresh \egeta
bles and melons in 199The elaively
stable price patem for fresh \egetebles is
expected to contine into &ll 1997.The
overall fresh \egeteble CPI detine in
1996 and ery small incease in 1997 ar
due patly to low prices br potdoes.
However, the possibility of a s@us pota
to bight in Idaho mg significantly
reduce pot production in 1997 and stal
moving consumer pces upvard in 1998.

Contract aceage for the fve leadingpro-
cessing ggetables (tomaoes,sweet con,
sha@ beansgreen peasand cucumbes)
was devn 3 pecent,to 1.35 million aces
in 1997.This diop came after a 9-peznt
dedine in planted a@age a \ear edier.
However, processed egetable piices ae

Food Away From Home Accounts for Growing Portion of Food Dollar
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expected to ina@ase onl a modest 2.6
percent in 1997 and 1-3 pent in 1998.
The ead; availability of fruit supplies to
meet pocessing needs i€&ing the
expected CPI in@ase ér processed frits
to 2.8 pecent in 1997 and 2-4 peent in
1998.

The CPI br sugar and sveets—3.3 per
cent of the ehome CPIl—is gpected to
advance 2.9 peent in 1997with gains of
2-4 pecent in 1998. Domestic sagpio-
duction is epected to in@ase 3.4 peent
in 1997 keeping the pice increase to a
modest 2-4 peent in 1998. Suay beet
acregge was up 7 perent in 1997the
result of laver retuns to altenaive ciops,
relaively strong sugr piices edier in
1997,and inceases indctol beet slicing
cgpacity AO July 1997).

Cereals and batiry productsaccount ér
the lagest single pdion of the #home
food CPl—almost 15 peent.While
stronger grain piices led to higher jres
for selected badty products in 1996 and a
CPl increase of 3.9 peent,lower gain
prices this yar hae held the inaase to
2.2 pecent. In 1998¢errals and bady
products ae epected to in@ase 2-4
percent. Ceeal pices,which account ér
a fifth of the ceeals and bady products
index, fell 1.2 pecent in 1996and in the
first 8 months of 1997 ke fallen an
additional 2.8 pecent compazd with the
first 8 months of 1996.

Since ony a small pation—less than 10
percent—of the etail pice for most
processeddod items stemsdm the cost
of ingredients—intuding flour, sucar, and
oil—most of the etail pice changes ae
the result of gneal inflation and compe
tition. Competition 6r maket shae
among the thee leading krakfst ceeal
marufactuers led to etail pice cuts in
1996.A recent announcement of eat
price increases ¥ a leading mamfactuer
has not ¢t led to ag significant monthy
price increases in 1997.

Nonalcoholic beeragesaccount or over
7 pecent of the ghome bod CPIlwith
coffee and carboted beerages the tw
major components—32 and 50 pent of
the nonalcoholic besrages inde. The
nonalcoholic beerage CPI £ll 2.4 per
cent in 1996 due to Veer cofee pices,
and is &pected to inarase 7.7 peent in
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What's Behind the Numbers?

Food pice forecasts  USDA's Economic Reseelr Sevice (ERS) ag developed
through a thee-st@ process.Analysts bgin with USDA's 10-year baseline pijec
tions. The baselingpulished annally in Februaty, is the poduct of model ésults
and the judgments of awals flom seeral USDA agencies.The baseline is based
on a conditional scenarwith specifc assumptionsegarding the maareconony,
wedaher, and intenational developments AO April 1997). No economic shés ae

assumed in baselinegjections.

In the second spe ERS analsts deelop shot-term forecasts (12-18 months) tha
incormporate the mostecent baseline assumptions andeuirinformaion on maket
conditions andxpectdions, wedaher patems,commodity pices and suppliesind
expected consumer demarat §peciic foods. knally, these shdrterm forecasts
are cheked using a computer model (ARIMArecast)which detemines vhether
the ERS shaftem forecast alls within an &pected stistical ange limit (a 95-

percent conidence leel).

Food pice forecastsdr 1997 and 199&Jeveloped using this tlee-st@ process,
may still be evised if the conditions on lich they are based shouldhang signif-
cantl. Projections could be &dcted if dlanges occurfor example in the fed gain
crop outlook; in the xgport maiket, especialy for med items; in nondirMm makets;
or in weaherrelated cop conditions in major ésh fuit and \egeteble growing
areas. Histacal retail pice dda indicde fresh fuit and \egeteble piices and gg
prices ae the most olatile food pices ERS @ds.

Historical dda also indicte gain pice changes hae afected the pce of meés,
poultry, eggs, dairy products,and ceeals and baky products. Since these items
account 6r moee than half of thetehome bod dollar price changes br these c&-
gories can hee a signiicant impact on theténome Hbod CPI.

1997 in the wake of higher cdke pices.
During the frst 8 months of 1997%etalil
coffee pices were up 9 perent flom the
same peod last year Carbonged dinks,
on the other handell 1.4 pecent in the
first 8 months of 199 tompaed with the
same peaod in 1996,due to competition
in the soft dink industy duiing peak con
sumption months. In 1998 e nonalce
holic index is forecast to etum to a tend
increase of 2-4 peent.

Speculéion aout a lever 1997/98 cdke
crop in Brazil (the lagestArabica cofee
producer) and an undein labor situdion
in Colombia vere responsite for the
shap increases in iggen coffee costs
(mostly for Arabica used pmaiily in
goumet cofee Bends) on the wrld mar
ket in spng and summer 199These
price increases combined withuoU.S.
and Meican cofee stoks to poduce
wholesale gce fluctudions tha led to
higher etail piices.
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However, prices of Rolsta cofee beans,
the pimary ingredient in etail stoe cof
fee ends,have not inceased as shaly
asArabica pices. Since the CPbf cof
fee eflects ony coffee puchased in etail
stores,smaller inceases in Ralsta pices
have held davn wha might hare been an
even lager increase in the nonalcoholic
beverages pice inde.

Other miscellaneougrepared bods
accounting ér over 10 pecent of the &
home bod CPl,are highly processed and
are afected pimaiily by changs in the
all-items CPI.These poducts intude
frozen dinnes, pizzas,and pecooled
frozen megs. Competition among these
products and fsm the avay-from-home
food maket should contine to dampen
retail pice inceasesdr this caegory of
items.An increase of 3.6 peent in the
CPI for the céegory is expected in 1997,
followed ly 2-4 pecent in 1998.
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